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O
Pot Holders

n Valentine's Day, the U.S. Treasury Department issued a memorandum
clarifying the government's advice to the nation's banks about how to deal
with the booming cannabis industry. It wasn't exactly a love letter.

Sure, Treasury outlined a series of guidelines for "assessing the risk of providing services
to a marijuana-related business"—but was that meant to be taken as advice to banks for
getting into the weed game, and why would Treasury be telling banks how to get into the
weed game if there were risks?

Most bankers and "potpreneurs" shrugged. The memo made clear that the manufacture
and distribution of marijuana remains a federal crime, under the Controlled Substances
Act, which means bankers who knowingly grant checking accounts or loan money to
anyone in the cannabis industry risk federal prosecution for money laundering or
conspiracy. Pot growers and dispensers worried they would still be hauling around
bagfuls of cash, and claiming they operate such legitimate enterprises as sports bars and
strip clubs when they really sell cannabis. Treasury's letter wouldn't change anything.

Except it has. That memo may have offered little more than tacit approval of banks'
getting into business with Mary Jane, but it was enough of a wink and a nod to convince
at least a couple of brave (or desperate) banks or credit unions to stick their necks out
and roll the dice, if not the doobies.

Numerica Credit Union, Washington state's fifth-largest, with $1.3 billion in assets, is the
first banking institution to publicly offer deposit accounts to businesses that acquire
licenses to sell recreational marijuana. And two other banks, one a small Washington
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state credit union and one a "huge" national bank, are consulting with Seattle attorney
Hilary Bricken about how they too can offer services to clients who deal in cannabis, she
told Newsweek.

Though risky, the potential rewards for becoming one of the first financial institutions to
work with the marijuana industry are massive, say experts in the field. Twenty states
across the U.S. and the District of Columbia now have medical marijuana laws on the
books, and recreational pot is legal in Colorado and Washington. Despite the conflict
with federal law, millions of dollars in cannabis transactions are taking place across
America, with little to no fear that anyone will be prosecuted for them.

By taking the lead on this, Numerica is poised to become a pioneer—Washington state's
first Bank of Amerijuana, certain to develop a loyal following from grateful clients. But
this credit union's decision wasn't about that, communications manager Kelli Hawkins
told Newsweek. It was about public safety. "Anytime you have a fully cash-based
business, you need to worry about crime," she said. "These businesses are dealing with
thousands of dollars in cash transactions. That's just not good for our community. They
need to be able to pay their suppliers with a check, or electronically through online
banking, instead of a suitcase full of cash. We think they need to have a safe and secure
place to deposit their money."

Numerica hasn't actually opened deposit accounts for anyone yet, as its lawyers review
the eight guidelines provided in the Treasury memo that will hopefully allow the credit
union to stay out of hot water with the feds. Those guidelines were copied and pasted
from an earlier federal memo, from the U.S. Department of Justice last August, that
outlined the Obama administration's long-awaited response to Washington's and
Colorado's legalization initiatives. We won't arrest anyone, that memo implied, as long as
you states regulate the pot business effectively and keep marijuana out of the hands of
children and from crossing state borders.

The same goes for banks: If financial institutions take adequate steps to make sure that
they're not doing business with an interstate trafficker, or a dispensary that sells weed to
middle-schoolers, they should be fine. With the emphasis on the "should."
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"They say we 'may' not prosecute if there's an issue," Hawkins said. "That's what's really
making people hesitate. So we have to make sure we cover the due diligence, those items
the feds want us to cover, and work with the community to let them know this is what
we're going to do."

That's similar to the advice Bricken is giving to the two lenders she's in talks with. She
starts by saying, "It's a federal crime, and you take a risk when you do this," she told
Newsweek. "We have to say that, as legal counsel. The decision then becomes risk
assessment for these institutions.

"The memo is a yellow light," Bricken said. "It opens the door to flexibility, but if I'm a
lawyer for a bank, I'm not taking that memo into court expecting to win the day."

The banks and credit unions that get involved in cannabis in Washington have no choice
but to proceed slowly, especially if they limit themselves to clients who obtain licenses to
sell recreational pot. To date, the state's program for issuing those permits has
proceeded at glacial speed, with only three dispensaries licensed thus far. The first,
issued to Sean Green of Spokane's Kouchlock Productions, resulted in the swift closure of
his bank account. He's since found a "temporary" solution to where he stashes his cash,
he told Newsweek.

"I'll go into 25 banks to get one to give me a nudge and a wink that's good for maybe six
months," he said. "It's not an acceptable way to run a business. I know the feds' memos
are never completely clear, but this one was pretty clear, giving banks direction on how
to take our money. The question is, Who wants our money?"

The state's slow-moving permit system, distributed via lottery, is one reason Numerica
won't be swimming in skunk-tinged greenbacks anytime soon, Hawkins said. What funds
the credit union does decide to hold for its clients won't be available for Numerica's use.
"These funds can't be loaned out," she said. "We have to keep them liquid. This is a type
of business that's still illegal with the federal government, and we have to keep the funds
liquid in case they're frozen [in a federal raid]."

Still, most banks say they're not going anywhere near the cannabis business anytime
soon.



5/24/2014 Pot Holders

http://www.newsweek.com/2014/04/18/pot-holders-248119.html 4/5

Todd Pietzsch of Washington's largest credit union, BECU, told Newsweek that the
840,000-member lender has closed about 30 accounts in the past three years after
discovering cannabis-related transactions, and declined to open 20 others for the same
reason. The biggest tip-off is large cash transactions. The Treasury memo "hasn't changed
anything," he said. "Even though the feds say right now that they're looking the other
way, it doesn't change the law, and it doesn't prevent another administration from
coming in and deciding they're going to prosecute. For us, when you look at the level of
risk there, it's too great."

Shy Sadis has heard that song plenty of times. The owner of five marijuana dispensaries
in Washington, he's always been able to bank, thanks to the apartment buildings he owns
in the Seattle area. He has established relationships with the branch managers at his
lenders, who "knew what I was doing and swept it under the rug." That tactic worked
with Bank of America for years, he said, until "somebody high up eventually found out I
was running dispensaries, and they said I had 30 days to close [the bank account] down."

Sadis has since switched to another bank, and both he and the institution are basically
pretending there's no cannabis involved, he said. "There are 50 ways of fudging your
business to the banks," he pointed out. "Half the people in the industry do that, the other
half deal in cash, which is scary."

Even companies that never touch a pot plant have trouble opening checking accounts.
Steve DeAngelo runs Harborside Health Center, which launched in Oakland, Calif., in
2006 with $350,000 in loans from friends and family members and has grown to $30
million in annual revenue, "with no financing, whatsoever," DeAngelo told Newsweek.
"It's easier for a successful cannabis company to find an equity investor than it is for
them to get a line of credit from a bank. If we were any other kind of business, we would
have a multimillion-dollar line of credit, and we'd be paying more or less normal interest
rates. Now we have to access private lenders."

At the national level, reports Brendan Kennedy, CEO of Seattle-based Privateer
Holdings, "it's pretty bleak." After his venture capital firm that specializes in cannabis-
related investments saw its first checking account at a local bank shut down, "we went
out and talked to a dozen state and national banks, and we were very transparent. We
said, 'This is what we do, we don't violate any local, state or federal laws. We don't touch
cannabis. We don't grow. We don't prescribe, process, package or distribute cannabis.' "
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Privateer does operate certain websites like Leafly, which is a sort of Yelp for cannabis,
but there's nothing illegal about that. So the company opened a new account with Key
Bank. It lasted a little over a year, until "someone in compliance in Cleveland saw me on
television," Kennedy told Newsweek. "They gave me 30 days to close my account or said
they would send me a cashier's check. We had about $3 million in at the time. That would
have been a big cashier's check."

Kennedy went through another exhaustive search and now banks with a small institution
focused on the venture capital industry. Most everyone else in the business avoids all of
that hassle, he said. "They lie. They say they're operating a bar, a vending machine
company, anything that's cash-intensive."

The shell game isn't helping the federal government. A clear policy on cannabis that
respects state laws would make it far easier for the government to collect the tax
revenues, Kennedy said. Absent that, the feds are "doing themselves the most harm."

He'd like to see both Colorado and Washington create state-owned banks, like those
focused on the agriculture industry in North Dakota and Arkansas. That would put
pressure on "at least a few banks to come up with a solution. No company wants to
compete with a state entity."

A real solution to the banking problem will arise only when the banking industry
demands it, Kennedy is convinced. This is America, after all, where banks tend to get
what they want.

Correction: An earlier version of this story inaccurately named the type of account
Numerica Credit Union offers to marijuana businesses. The credit union offers such
businesses deposit accounts, not checking accounts. 
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